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Getting the most from this book



This Need to Know guide is designed to help you throughout your course as a companion to your learning and a revision aid for your course assessment and final examination.


The following features in each section will help you get the most from the book.
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You need to know


Each topic begins with a list summarising what you ‘need to know’ in this topic for the course assessment and exam.
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Key terms


Definitions of highlighted terms in the text to make sure you know the essential terminology for your subject.
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Exam tips


Key knowledge you need to demonstrate in the exam, tips on exam technique, common misconceptions to avoid and important things to remember.


[image: ]







[image: ]


Do you know?


Questions at the end of each topic to test you on some of its key points. Check your answers here: www.hoddereducation.co.uk/needtoknow/answers
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End of section questions


Questions at the end of each main section of the book to test your knowledge of the specification area covered. Check your answers here: www.hoddereducation.co.uk/needtoknow/answers
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1 Understanding business



1.1 Role of business in society
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You need to know


How to classify and describe:




•  sectors of industry


•  sectors of the economy
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The role of business in society is not only to provide goods and services to consumers, but also to provide jobs so that consumers can pay for those goods and services.


By their action, businesses improve the standard of living of the country. It is much better if specialists do things like growing your food, building your house, giving you free time to do other things.



Sectors of industry



The four sectors of industry you should be aware of are listed in Table 1.
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Key term


Sectors of industry Types of activities carried out by businesses.
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Table 1 Sectors of industry






	Sector

	Business activities

	Examples






	Primary sector

	Extracts natural resources from the sea, land, and air

	Oil, gas, farming, wind and solar power






	Secondary sector

	Involves manufacturing and construction (man-made resources)

	Cars, PCs, mobile phones, house building






	Tertiary sector

	Involves the service industries

	Retail, banking, tourism, insurance






	Quaternary (or knowledge) sector

	Involves education, training, and IT

	Universities, colleges, training providers
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Exam tip


The names of the sectors of industry all end in ‘ary’, but make sure you don’t confuse them with sectors of the economy — a common exam error.
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Many businesses have activities in more than one sector. For example, Apple makes mobile phones but also provides retail services through its App store and shops and is clearly involved in the quaternary sector through its IT services.


Sectors of the economy


The three sectors of the economy you need to be aware of are listed in Table 2.
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Key term


Sectors of the economy How different types of organisations are owned, funded and run.
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Table 2 Sectors of the economy






	Sector

	Type of business or organisation

	Examples






	Private sector

	Privately owned, profit-making businesses, including public limited companies (plcs)

	Apple, Tesco, Ford






	Public sector

	Local or national government-owned businesses or organisations

	NHS, police, schools






	Third sector

	Charities, clubs, associations

	Oxfam, Dog’s Trust, RSPCA
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Exam tip


Questions on sectors of the economy tend to focus on ownership, management and how businesses and organisations are financed. You should use Table 3 for study purposes.
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Table 3 summarises how businesses and organisations in different sectors of the economy are owned, managed and financed.
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Do you know?





1  Describe the role of business in society.



2  Describe the four sectors of industry and identify a business from each sector.



3  Identify the sectors of the economy and describe their reasons for existing.
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1.2 Types of organisation
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You need to know


The different types of organisation that operate in our economy including:




•  public sector organisations


•  private limited companies


•  public limited companies


•  franchises


•  multinationals


•  third sector organisations
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Public sector organisations



Public sector organisations are owned by the government and are financed through taxation. They are run by trustees, committees, elected officials or appointed managers but overall control remains with central/local government.


They provide essential services which are seen as a basic need for society, for example the NHS, police, fire service, local rubbish collection.


Private limited companies


Private limited companies (ltd) are owned by shareholders and controlled by a board of directors. They benefit from limited liability, which means the shareholders are not personally responsible for the debts of the business.
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Key term


Limited liability Owners can only lose the value of their shareholding if the business fails.
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Table 4 Benefits and drawbacks of private limited companies






	Benefits

	Drawbacks






	


•  Limited liability



•  Economies of scale can be achieved, as unit costs are lower across a larger business



•  Outsiders cannot gain control as shares are not available to the public



•  Easier to do business with other companies and raise finance as it is a formal business



•  Less risk of the business failing




	


•  Profits are shared among more people (the shareholders)



•  Dividends are only paid to shareholders if a profit is made



•  Limited finance is available compared to a public limited company as the shares can’t be sold to the public



•  Have to comply with the Companies Act



•  Are required to produce annual accounts, which can be viewed by outsiders










Public limited companies


Public limited companies are similar to private limited companies except they can sell their shares to the public on the stock market to raise funds. These shares can then be traded on the stock market.





•  Public limited companies are often large businesses.



•  The original shareholders can lose control of the business.



•  They find it easier to raise finance and do business with other companies because of their formal structure.



•  They must publish annual accounts which can be viewed by outsiders.
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Exam tip


Do not confuse public limited companies (plcs) with public sector organisations.
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Franchising


There are two businesses involved in a franchise agreement:





•  the franchisor — the owner of the overall business (e.g. Subway)



•  the franchisee — the firm that pays to trade under the franchisor’s business name





Table 5 Benefits of franchising






	Benefits for the franchisor

	Benefits for the franchisee






	


•  The business can expand quickly and cheaply as the franchisees pay to set up new branches



•  The franchisor receives a share of the sales and profits made by the franchisee



•  It has control over the franchisee which must agree to run the business in the way the franchisor wants it to



•  The business can become a recognised brand through rapid growth



•  It is protected from competition from rivals



•  The franchisee will be motivated for success as it is running its own business under the franchisor’s trading name




	


•  The franchisee can start a new business with an established name



•  It can attract new customers quickly to the established brand name



•  The franchisor provides training on how to run the business successfully



•  Help and support is available from the franchisor



•  Help and support is also available from other franchisees of the brand










Drawbacks for the franchisee include:





•  it must run the business the way the franchisor wants it to



•  it has to share its sales revenue/profits as a percentage has to be paid to the franchisor



•  Drawbacks for the franchisor include the fact that mistakes by one franchisee can tarnish the whole brand.
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Exam tip


Don’t confuse ‘franchisor’ and ‘franchisee’; think of it like ‘employer’ and ‘employee’, with employer being the main business.
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Multinationals


Multinational companies are businesses that operate in more than one country but have a distinct home country base.





•  They often have a global brand recognition.



•  They can dominate markets in different countries or around the world.



•  They can influence local governments/economies due to their size and presence.





Table 6 Benefits and drawbacks of operating as a multinational






	Benefits

	Drawbacks






	


•  There is a much larger market for the business’s products



•  Economies of scale are available due to its size



•  Sales are increased which means higher profits



•  International success attracts investment from shareholders



•  A worldwide reputation can be gained



•  Advantage can be taken of local laws or lower taxes in other countries, which reduces costs



•  Advantage can be taken of lower wage rates in other countries




	


•  Cultural variations may mean the business has to alter its products for some countries



•  Transportation can become expensive between countries



•  Difficulties in controlling such a large business can lead to diseconomies of scale



•  Language barriers will exist between countries



•  Political stability in some countries cannot be guaranteed



•  Local legislation can make trading difficult










Third sector organisations


Third sector organisations are usually set up either for a particular cause or for the benefit of a group of individuals. Making a profit is not their main aim. Examples include charities, social enterprises and clubs.


In order to register as a charity and achieve charitable status, an organisation must meet one of the following four criteria in its aims:





•  to relieve poverty



•  to advance education



•  to advance religion



•  to carry out activities beneficial to the community





Social enterprises will make profits which can then be used to help good causes.
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Do you know?





1  Describe the features of a public limited company (plc).



2  Discuss the use of franchises for a business.



3  Outline the benefits of trading internationally.



4  Compare the features of a public sector organisation with that of a plc.
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1.3 Objectives
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You need to know


The different objectives an organisation may have, including:




•  corporate social responsibility


•  profit maximisation


•  growth


•  satisficing


•  managerial objectives
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Corporate social responsibility


Many businesses will have corporate social responsibility (CSR) as one of their objectives in order to enhance their reputation as an organisation that customers can trust.


CSR focuses on:





•  providing employee benefits such as good pay and conditions, and health and safety at work



•  ensuring marketing is ethical, accurate and does not cause offence



•  being environmentally aware, focusing on recycling, pollution, and reducing waste





Public limited companies are required by law to have and report on their corporate social responsibility.


Profit maximisation


The objective of profit maximisation is to make as much profit as possible, which can be done by cutting costs and charging high prices. Higher profits attract investment and are a sign of business success. However, cutting costs can result in poor quality, and high profits can also:





•  attract negative publicity



•  attract competition



•  lead to high pay claims






Growth



Growth means expanding sales and increasing profits so would be an objective of businesses that want to continue to be successful.





•  Growth indicates increasing market share which means customers are taken away from competitors.



•  Growth is a sign of a success and attracts investors and customers to the business.



•  It is also a sign that the business is well managed, and the correct decisions have been made.



•  However, achieving growth can be expensive and can lead to liquidity and cash-flow problems if it happens too fast.





Satisficing


Satisficing means keeping stakeholders happy with how the organisation operates. Stakeholders will have an influence over the business’s success, and if their interests are not met then that influence may be of a negative nature.


The main concern is to keep shareholders happy with the actions and decisions that have been made. However, this objective would also include making sure government, suppliers, employees and customers are satisfied.


Managerial objectives


Instead of concentrating on a single objective, managerial objectives are wide-ranging, covering key areas in which the business wants to see results. They are set by individual managers for the organisation as a whole. This can lead to conflict when individual managers focus on increasing the status of their own function.


The mission statement


The organisation as a whole may issue a mission statement outlining what it hopes to achieve.





•  The mission statement outlines the business’s plans for the future and how they will affect stakeholders.



•  This can be motivating for employees as it provides direction.



•  It can reassure customers and shareholders.



•  It can improve the reputation of the business.



•  It may attract high-quality applicants for jobs.
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Do you know?





1  Describe the importance to a business of having a corporate social responsibility policy.



2  Describe reasons why profit maximisation should not be the only objective of an organisation.



3  Why would satisficing be an important objective for an organisation?



4  Describe the purpose of a mission statement.



5  Compare the objectives of a local council with that of a private sector business.
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1.4 Methods of growth
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You need to know


The various methods of growth used by organisations, including:




•  organic


•  horizontal integration


•  vertical integration


•  lateral


•  conglomerate


•  diversification
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Organic/internal growth


Organic growth is simply where a business grows as it becomes more successful. This is also called ‘internal growth’. It can be achieved in a number of ways, for example by:





•  opening new outlets or shops



•  increasing sales through improved popularity or new promotion methods



•  increasing profits through new manufacturing techniques



•  entering new markets such as expanding abroad



•  introducing new products to the range on sale





External growth


External growth happens when a business buys or takes over another business, or merges with another business. There are various ways of doing this.


Horizontal integration


This is a method of external growth where one business merges with or takes over another at the same stage of production. For example, one bakery business taking over another. Figure 2 shows how horizontal integration compares with other types of integration.
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Horizontal integration can bring a number of benefits:





•  It removes a competitor from the market.



•  It allows for greater economies of scale.



•  The combined business will have increased sales/profits.



•  The business will be stronger and more secure from takeover.



•  It will have a higher market presence.





Vertical integration


Vertical integration can either be forward, where one business merges with or takes over a major customer, or backward, where one business merges with or takes over a supplier.


The benefits of forward vertical integration are:





•  There is now a guaranteed sales outlet for the manufacturer.



•  It now has greater control over the marketing of its products.



•  It will gain additional profits from sales to customers.





The benefits of backward vertical integration are:





•  The business now has control over the source of its supplies.



•  It gains the profits of the supplier.



•  It has greater control over the quality and quantity of its supplies.



•  It can control supplies to competitors.
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Lateral growth


Lateral growth is similar to horizontal integration where a business merges with or takes over one of its competitors.


Conglomerate growth


A conglomerate is a business that is a parent firm to a range of different businesses in many different markets, that it has bought up simply to increase its profitability. Unilever is an example of a conglomerate making a wide range of different products from ice-cream to deodorants.





•  The parent firm may not be involved in producing goods or services itself.



•  Each of the businesses will be seen as a separate division of the parent firm.



•  It will be easy to identify how each division is performing.



•  Underperforming businesses may be sold off to increase profitability and raise cash for investment.





Diversification


Diversification is where a business moves into a new market. It can be done through organic/internal growth, or externally by merging with or taking over another business.


Diversification allows the business to increase its sales and profits and spreads the risk of failure in its traditional market.
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Exam tip


In the exam, you may be asked about methods of either internal or external growth, or sometimes both. Read the question carefully to ensure you are writing about what is being asked for. Marks will not be given for examples of internal growth when the question is asking about external growth.
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Do you know?





1  Describe methods of organic/internal growth.



2  Compare horizontal and vertical growth.



3  Justify the use of diversification for an organisation.
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